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COlOlBlftS OP TIlE MICHIGAN CONSUMER PBDBRATION
IN OPPOSITION TO AMERITBCH MICHIGAN'S APPLICATION

Pursuant to the Notice of January 17. 1997 pertaining to this docket, the Michigan

Consumer Federation (MCF). by its attorney, submits these Comments in Oppollition to

Ameriteeh Michigan's Application under Section 271 Telecommunications Act of 1996 1

to Provide In-Region. InterLATA Services in Michigan.

JUCBIGAB CORSUMBR FEDBRATION' 5 INTEREST 1M THIS PROCEBDING

The Michigan Consumer Federation is a coalition of thirty oreanizationll

representing over 400,000 Michigan residents. It WQ6 founded in 1991 to advocate for the

interellts of Michigan COnBumers in the shaping of public policy on issues before the

Michigan Lelielature, IItate executive branch agencies, the United States CongreN, and

federal regulatory bodies. MCF hall participated 88 a party in Case No. U-11104 before

the Michigan Public Service Commission (MPSC)~ In sheer numbers and magnitude of

vulnerability, residential ratepayers of Ameritech Michigan have the most to 108e from

1 The Telecommunications Act of 1996, P.L. 104-104, codified
at Title 41 of the United States Code, Sees. 251 at seg. (also
referred to herein as the federal act).

2 In the matter of the Commission'S own motion, to consider
Ameritech Michigan's compliance with the competitive checklist in
Section 211 of the Telecommunications Act of 1996.



the premature authorization of Ameritech Michigan to enter the long distance market.

SUMMARY OF HeF'S POSITION

MCF urps the Commiaeion to reject Ameriteeh Michigan's
IUbmiaBion aD the groundB that it is premature.

• Amerttech Michipn has Dot IIBtiafied numeroUII requirements of the

TelecomlJlwUcatioDe Act of 1996 that are ineeparably linked to long diBtance entry.

Specifically it has not met the requirements of Sections 251. 254(k),

271(c)(1)(A), 271(c)(2XB). 271(d)(3), 272 and 706 of the federal act.

• 'Ibe Importance of 8eQueJlciDC

1. Section 271 authorization of entry into long dietance markets is intended as both

an incentive and reward for local exchange companie8 to break up the local bottlen~k

P\II'IU8Dt to Sec. 261.

Michii&n', experience underscores the critical importance of not bestowing' the

reward of long distance entry before promi$ed performance has been delivered. In

Michigan the rewards for breaking up the bottleneck were provided fil'8t. The promised

performance has yet to be delivered. The extremely unfavorable results as discuased

below. will be repeated unless the Commiaaion withholds the reward of long distance

entry until there ialocal competition and until Ameritech MichiiBn no longer retains

tight control of the bottleneck.

2. The Sequencing of Sec. 251 and Sec. 271 also ensures that the interests of local

cuatomers are not sacrificed for the interests of long diBtance customers. Local service

is 8 necessity; long distance service is not. If Sec. 271 authority is granted before the

Sec. 251 requirement of a competitive local market is met, whatever gains long diBtance

cuetomel'8 mYm! achieve would emerge unfairly at the expense of local customers. In any

event. even for long distance customers, the risks B8&0Ciated with Ameritech Michigan

en.try at this time outweich the benefits.
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3. It is premature to reward Ameritech Michigan with long dist8ftce entry under

sec 271 becau8e the local bottleneck hee not yet been broken pW'8uant to Sec. 251.

If the local Michigan market were competitive, relevant indicator8 suggest that

customers would be switching to other providers; historic monopoly rates would be going

down; innovations, expanded service options and service quality would be increasing.

btead it is clear that the local bottleneck hee not been broken.

a. CHOICE Lea8 than one tenth of one percent of residential customers in

Michigan are served by a competitor; largely those living in high rise apartments adjacent

to the business offices served by competitors. According to its annual reports to

sbareholders. each year since paeeage of the MTA the number of new lines established by

Ameritecb Michigan has grown. With no indication that this trend will be reversed. the

percentage of residential customers using a competitive provider may well decline. as the

pie expands.

b. PRICES The rates for historically monopolistic eervices have risen

"substantially" according to the Michigan Public Service Commission (MPSC). The basic

rate used by moet Michigan households has tripled since passage of the MTA. Ameritech's

market view of its own region as reflected in various rates it has established, such 88

ahart-haul toll and CCLC, demonstrate that even it understands that it faces lese

competition in Michigan than in any other state in its region.

c. INNOVA110NfNEW SERVICES Ameritech Michigan bas not innovated; it has

imitated the services and products available from other provident Its new service

offerings are largely for non-residential cuetomen.

d. SERVICE QUALITY/NETWORK INVESTMENT Ameritech Michigan's service

ie declining at a seriou8 rate, with complaints up 82%. The network is crumbling and

being degraded. despite ample funds made available for itll upgrade. The network i8 not

modern enough to provide Internet 8cce88 to the state's 8chools and libraries ahy time
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1OOIl. Ameritech Michigan has &luhed ita Michigan work force by 22% since pauege of

the MTA, decreued its construction budget and now disinvests in the network, for a total

net dieinve8tment of 1.1 billion since paasage of the MTA.

• It is premature to reward Ameritech Michigan with long distance entry becaUle it is the

0D1Y incentive to help a.ure ratepa.ye1'8 tbat the federal act's commitment to service

quality te fulf"illed. Only the incentive for long distance entry will motivate Ameritech

Michigan to comply with the service quality commitments in the federal act that are

implicit in a See. 271 review. Section 254(k) and Sec. 706 address consumer rights to

eervice quality. Ameritech Michigan i8 not providing quality service and is disinvesting in

the network. In the ab8ence of Commiaaion-promulgated service quality rules to

implement the federal act, reliance will continue to be on state commission rules.

Recent Michigan service quality standard83 are not in compliance with Sec. 706'8

commitment; they include no &tandards or meaaurements for data transmission and video,

and 8ubstitute a vague and unenforceable meaaurement for noise that is related to power

influence. The vague rules were substituted because of Ameritech Michipn's persistent

failure to comply with the previous specific standard.

• ImportaDt safeauardB are Dot yet in place and would be rendered meaningleu by

Ameritech Micbipn's entry into long distance at this time. The resources neceI88r'Y for

enforcement are not in place. Various structural and non structural safeguards

contained in the federal act, including critical protections related to separate affiliates

and cron-8ubeidization, have not yet been put in place; various rules necessary for the

Michigan Public Service Commission to ensure enforcement are either not yet in place or

3 In the Matter of the Cammission's Own Motion to Establish
Quality Standards for Telecommunications Services
Case No. U-I1040 (adopted May 31, 1996)



have been challenged by Ameritech Michigan and await appellate determinAtion.

Currently the MPSC and the Commi88ion do not collect the meaningful data

neceuary to protect ratepayel'8 against cr088·sub8idization and do not make meaningful

data publicly available for review. Such authority and regulatory resources muat be in

place if effective competition is to emerge. Several cr08S-subsidization iaBuea are of

1. Allocation of Long DiBtance CUltomers' Share of the Coats For example,

before entry into long distance takes effect, final pricing ODd c08ting rule8 must be put in

place at the federal and state levels and sufficient enforcement resources committed to

eneure, for example, that an appropriate portion of Ameritech Michigan'. joint and

COMmon coats are shared by its long diatance customet"8.

2. Preliminary lDveetiptioft of ACI/Ameritecb Michigan 1'r8D88CtioDlt Before

entry into long distance is authorized, regulators muat investigate questionable

tranaactioD8 between ACI and Ameritech Michigan to protect ratepayera against crot!J8.

subeidization.

• Amet<itech MiclUgan is Not in Compliance with the Competitive Checkliat~ It is

premature to conclude that the competitive checklist requirement8 have been met. For

example, Ameritech Michigan bee not yet 8ubstantially perfonned according to the

intereoDDectioD and resale agreements it submitted. ImplementBtion of varioUB

recommendations that were included by arbitrators and adopted in Commil8ion Orders in

approving the agreements has not yet taken place.

Although dialing parity is 88 enential t.o launching meaningful local competition a8

it W88 to long distance competition, Ameritech Michigan hu defied MPSC requirements

5 The absence of MeF comments on each of the checklist items
should not be construed as KeF acceptance of Ameritech Michiqan'8
assertions of compliance.



and aued to 8top its dialing parity requirements. That case is now pending in the

Michigan Supreme Court and until re8Olved~ and in the absence of dialing parity~ any

reuonable level of local competition is impo88ible. Emergency services requirements are

likewise not being met.

• Additional Public Interest, Coovenience &, NeceR8ity Considerations

1. It it not in the public interellt to grant long distance authority until Ameriteeh

Mid!iClft'. monopoly revenue 8trea:nl8 have been elimiDated. Local competition cannot

occur if Ameritech Michigan continues to collect exce88 monopoly revenues for use in

gaining competitive advantage. Before entry into long distance takes effect, the

Commil8ion must curtail Ameritech Michipn'& monopoly revenue streams. That unfair

competithre advantage currently exists as a result of excess acce88 charges and from

Amerltecb Michigan'. current price cap fonnula which includes an overly high rate of

return and inadequate productivity factor.

2. It is not in the publie interest to grant long diatanee authority in tbe abeence of

admiDiltrative proceduree. Of practical concern to rat.epayen is the absence of

adminiatrative procedures 88 a framework for handling the day-to-day problema already

bemc faced by customers who have switched to a competitor. For example, B8 between

Ameritech Michigan and competitive providers, how do customers identify which entity is

reaponsible tor problems being encountered? The lack ot administrative procedures a180

impedes provider accountability and contributes to consumer confusion in trying to

determine whether customers must seek redress with regulators or whether in a

"competitive" environment, they now have ..-ecourse in court.

3. It is oot in the public interest to grant lone ctietance authority until Ameritech
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Kicbp • atteDcIiDc to the b88ic needs of ita core network and customer bue.

Ameritech·s spiralling diversification and emphasis on one-stop shopping strategy are

apparently creating serious manqement distractions. The single-minded emphasis that

Ameriteeb management has been placing on diversification and one-stop shopping may

prove .. imprudent and ultimately misguided BS similar 8trategies pUl'8ued by electric

companies. Sears. Mobile and countle88 other corporations. The resulting distraction is at

the expense of attention to the core bUBine88 and network that most customers must rely

upon---and are paying for.-Iong into the foreseeable future. Withholding long distance

entry until Ameritech Michigan hu been forced to attend to the needs of its core network

and cUBtomer bue is in the public interest.

4. It is not in the public interest to grant long distance authority until there has

been at leut a preliminary iDvestiption of Ameriteeh'. inlurance procurement and risk.

m.....ment practicea. Before entry into long distance is authorized, regulators must

inveetigate the prudency of Ameritech's insurance procurement and risk management

practice•. Because of sipificant but typically overlooked circumstances, Ameritech'8

mamy high risk diverBified activities, even if conducted within fully separate subsidiaries,

put captive ratepayers at an unreasonable risk that mUlt at least be minimized.

5. ImPOrtant leIIIOD8 from divestiture. includin( the need for reeuJatorB to _ume

their CODIIUJIler education J'!IIPOII8ibilltiea, must be learned. Important regulatory

lellOO8 must be learned trom the experience of divestiture 88 it affected residential

telephone cUltomel'8. One such le880D is an understanding of the important role

regulators must play in providing consumer education, both to protect consumers during

the transition to a competitive market, and to stimulate competition.

7



L Introduction

In sheer numbel'8 and magnitude of vulnerability, residential ratepayers have the

greatest stake in Ameritech Michigan's application for long distance authority. Clearly

the competitive checklist is an important cOll8ideration in the determination of whether

interLATA authority should be granted. However, it it not the only Sec. 271 indicator of

whether the reqtlired circumstances are in place for Ameritech Michigan's entry into long

dietance, and that section cannot be reviewed in isolation from the rest of the federal

act. Overall commitments to service quality, 88 well as structura{ and nonatructural

eafeguardB, must be in place and be enforced.

By way of analogy, the examination of every bone identifies whether there haa

been a fracture but is not determinative of the body·s general health. Even as the

orthopedic physician applies a specialization. there is still an implicit and overriding

eoneideration of the body's vital signs. A body with no broken bonea, but also no pulse or

braiD waves is not a healthy body. Similarly, even at the point in the future when there

may be explicit compliance with each of Sec. 271's checklist items, regulators must

implicitly ensure that the vital signs have also been examined. Among thOle "vital signs"

are statutory eafeguardB 8uch as the prohibition agaiut cross-subsidization a6 well 88 the

statutory commitment to quality service. These considerations are n.ot confined to

regulatory analy"is under specific sections of the law. If the safeguards and service

quality are not understood a8 related to even: reeulatory review under the

Telecommunication8 Act, tbey are rendered meaningless. Long distance entry &bould be

allowed only when they are addreued. To ignore them would be a& fat.uous 88 concluding

that a cadaver with no brakeD bones is healthy.
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D. '!be importance of eequencinc.

There is 8 critical link between Sec. 251 and Sec. 271 of the federal act.5

A. SequeDciog is DeceI88ry iD order to ensure that entry into long distance is both an
mcent.ive and reward for local e~change companies to break up the local
bott1eDeck _ iDtended by Congresa.

In 1991 Ameritech Michigan promi8ed the Michigan legislature that if deregulation

legillation were passed it would: open up the local market to competition; increase it8

inveBtment in its infrastructure; provide innovation and new services; create 150,000 new

jobe in Michigan within the decade; and make all of the state's schools and librariel

Internet acceuible. The legislature agreed and enacted the Michigan

Telecommunications Act (MTA), one of the most 8weeping deregulation laws in the

nation. Additional amendments requested were approved in 1995. The legislature

beetowed all of the rewards; the promised performance has yet to be delivered.

Ameritech Michigan haa been lavish in its praise of the legislation and the

Michigan Public Service CommiHion (MPSC>, characterizing the law B8 a "monumental

leap forward in the tl'8J18ition to a competitive environment in telecommunications" ... ,

and ita recent amendments 88 "out in front, in many respects, of the Federal

Telecommunications Act of 1996. .6 According to Ameritech Michigan that law and the

MPSC have "substantially revised the Michigan telecommunications laws to remove legal

and regulatory barriers to entry into the local exchange businesa..1 Yet more than five

5 Ameritech Michigan discussed and urged a parallel linkage
treatment in CaBe No. U-10647, at p. 5., with respect to
competitor Brooks Fiber'S (formerly City Signal) interconnection
proposal. Ameritech Michigan argued against "premature qranting
authority" until such linkaqe had been established. Unlike the
federal act, the MTA statute under which Ameritech Michigan made
the linkage argument was directed at opening up the local market
and not creating some quid pro guo for potential local service
provider competitors.

Ameritech Submission at 2.
7 Id. at 56-57.
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yean after p..-..e. Ameritech MichiJan 8till has not kept thoae promises. The local

market in Michigan is not competitive; by any measure Ameritech Michigan retains tight

control of the bottleneck.

Unleae the Commi811ion withholds the reward of long distance entry until there is

local competition, Michigan'lI residential ratepayers will not be protected against 8 repeat

of t.hose extremely unfavorable results.

Superior power of the LECs Residential consumers welcome ever more vigorous

and effective competition in the long distance market, and even more 80, competition in

the local market. But it is clear that entry into long distance is statutorily intended B8

both an incentive and re1rard to be granted to incumbent local exchange companies

(LEee) only after it i8 made clear that they have first released their bottleneck hold on

the local market; otherwise consumers are left with neither competitive market forces

~ adequate government regulations to protect them against abusive monopoly behavior.

The Bequenci!tl of entry into long distance only after there 15 a competitive local market

reflectalegislative recoenition of the superior power that the entrenched monopoly local

telephone companies enjoy by virtue of their ownership and operation of the public

switched network··-a network upon wbich COllBumere and competitors alike have had to

rely.

Start.up logisticI take at least BOrne time. Even Ameritech Michigan did not start

up its information service. offerings immediately upon authorization. Principles of

economic8 make clear that it will be demonstrably eB8ier and faster for the LECs to make

inroads into the loni' distance market than for the long distance players to make inroads

into til. local market. That is why the LEes must first demonstrate that the local market

is competitive. Even B88Uming exemplary behavior and good faith rnotives by all players,

it .imply take. a certain amount of time beyond certification, before competitorl can

make local aervice aVailable in any competitive eense.

10



Consider that even when the intonnation service8 restriction in the Modified Final

Judgment (MFJ) was lifted, Ameritech did not offer its first information services

immediately, let alone become a viable competitor overnight. The Congre88ionally

mandated sequencing or first the existence--not just the potential--of a competitive local

market, and then LEe eDtry into long distance, is at the heart of the Commi&aion Sec. 271

authorization procell8. Thus, in the absence of a .howing that the local market in

Miclti«an ia now competitive--·the local bottleneck broken---it is premature to bestow

that 1001 distance entry reward on Ameritech Michigan.

As di8cuued in detail below, it is unmistakably clear that the market for local

Hl'Vlce in Michigan is not yet competitive, especially for residential consumera.

B. 8equeacJ,ac ie nec.? ary to eIIIIUre that the intereata of local cUBtomel'll are Dot
I18CrirlCed tor the iDtereet of loDg di8tance customers.

1be eequencinc, or linkage between Sec. 251 and Sec. 271 considerations, haa an

additional important role. If long distance authority is granted before the bottleneck is

broken under Sec. 261. whatever gains long distance consumers might achieve from Sec.

271 entry will unjustly be at the expenee of local service cuatomen. There is no generic

"C0D8wner" for purposes of regulatory review under Sections 261 and 271. Simplistically

put, the ultimate beneficiaries of a sound implementation of Sec. 261 are local telephone

coDlUmers, just as the ultUnate beneficiaries of sound Sec. 271 implementation are long

dietance coll8umera. Recognizing that many consumers 888ume both the role of local and

long ctiatance customer. nonetheleBS public policy principles demand that this vital

dtatiDction be drawn. The inherent linkage between a successful showing of compliance

with Sec. 261 before Sec. 271 authority i8 granted, addrell8e8 that need.

Loeal reeidential telephone service is widely deemed a basic nece88ity; long

di8taace Bel"Yice ill Dot. The purpoae of the eocietal goal of a 1~ local subscription

penetration level ill to try and 8II8W'e that households will have the practical ability to

11



interact witb their community, participate more fully in the local economy, and increase

the likelihood of stability in a hoat of vital family, social and commercial relationehips.

Not only is local service a neceuity as compared to long distance, the bulk of the monthly

telephone bill for moat householdB is for calls made within their state. Local consumers

need elimination of the local bottleneck far more than long distance consumers need one

more player in the long distance market.

Reaidential &emces are the mOlt ine1utic and least likely to experience

competitive preuure& now or in the near future. Nothing in the federal act even hints

that the potential benefit to long distance customers of having an additional80ucce of

eervice Mould be at the expense of local telephone COl1llumers. Yet that is precisely the

effect if Ameritech Michigan'8 Application i8 cranted at this time. If Sec. 2lU

requirements have !lOt been met, local eervice cuatomara will continue to pay exceuive

local rates in the abeence of effective competition. For moat houaeholde thoee exce&&e8

in loe&l telephone rates will more than offset any decreaaed long diatance rate•.

'!be lequencing of linking Sec. 271 approval to the Sec. 251 removal of the local

bottleneck accommodates the important distinction between the local and long distance

cU8tomera. It acts 88 an inherent brake on premature long distance entry that would

ultimately barm the local telephone consumer if the bottleneck remaina. It mutt be

emphasized, however, that Ameritech Michigan entry into long distance now would

decidedly W be in the beet interest of long distance customers.

Until the local bottleneck is broken, the risk of harm to long distance cultomara ia

far greater than any potential benefit. Ameritech Michigan'. performance under the

MTA more than belies any notion that its entry into long distance would have any

auataining poeitive affect on that market. In fact its premature entry would undoubtedly

drive -malleI' long distance players out of the market, prevent new players from entering

the market, and thus serve 88 a catalyet for entrenched cartel behavior in the long

12



c:liatanee market.

m. Applying competitive indicaton to a review of market conditions in Michigan
coaf"arme that UJe local market is not competitive. In a competitive market customers
bave meaninlful choices of providen, lo_er prices, innovation and new service offerinp
• well a improved eervice quality. More than five years after p8ll88ge of the MTA none
of thole indicatol"lJ of true competition e~iBt.

Ae de8Cribed above, Ameritech Michigan looks favorably upon the Michiean

Telecommunications Act (MTA)8 which WS8 to be a learning laboratory for promoting

local competition. It has been more than five years since passage and implementation of

the MTA. AccOrdingly, the experience with that law "rves 88 an inetructiveproxy during

the current Sec. 271 review. Having been provided with all of its incentives by the

MichCan legislature's actioDs in 1991, did this local exchange company open up the local

market and break the bottleneck a8 intended by the statute? Applyina- relevant

competitive indicators to &HeSS the current Michiean market, the anewer ie no.

A. Choice of Provider8: In a COInpetiti~ market customerB have meanincful choices of
providere; data submitted by Ameritech Michipn rebUtB itB contention that -local
competitiOll edllt8 in Michigan". Leu than one half of ODe percent of residential
CUB...are eerved by competitive local providen~

Memben of Michigan hOUBehold& would be startled to hear Ameritech Michigan"s

tUl8ertion that" ..local competition exists in Michigan today." 10 In fact, le88 than one

tenth of one percent of Michigan customers are served by competing local telephon~

eervice providers. Even those residential customers are largely ratepayers who live in

high rise buildinp adjacent to office buildinp served by the competitors. Competition

8 Michigan Telecommunications Act, 1991 PA 179, as amended,
MeL 484.2101, et seq.: MSA 22.1469 (101) et seq.

9 §!!, Ameritech Submission Response to Attachment A at p.
16 (November 12, 1996).

10 Ameritech Michigan's Submission at p 2., In the matter of
the Cam-iesion's own motion, to consider Ameritech Michigan'S
coapliance with the competitive checklist in Section 271 of the
Telecommunications Act of 1996.
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has not begun in the cuI de sacs let alone the country comers of Michigan. By~

meuure the current level of penetration is minuscule, and as a practical matter

competition for residential customers is non-existent.ll In a competitive market

eonaumel'8 have a meaningful choice of providers. It is important to note that the mere

exiatence of an altemative to an incumbent provider does not establi8h a competitive

market if, for example, the consumer is unaware of the alternative provider's

exi8tencJ2 or if the competitol'8 provide no meaningful alternative but merely aasi8t in

the creation of a cartel.

Provider choice 88 a marketplace indicator embraces at leut some meaningful

element of provider differentiation, bued upon factors such as differing prices, contract

tennl and conditions, service quality, and service options. With leu than one tenth of one

percent of Michigan's residential CU9tome1'8 served by an alternative local telephone

aervice provider, competition is lacking. At least three additional indicatol't further

confirm the existence of that competitive vacuum.

B. Price8: IJ1 a competitive market customers would see rateB fall. Because providing
loca1 telephone eervice ia a declining-coBt inclutry, buic retelillhauld decline even
without competition. Yet in the Michipn market Ameritech Michigan's rates for local
f"eIUIated eervicee that are historically monopoliatic have incre88ed IlUbetantially, and
other rate data further conru-m the abBence of a competitive market.

1. BaBic Rates

a. Ameritech', baeic local retell in Michigan have gone up eubetantiallyj the
unlimited flat rate used by most households has tripled 8ince paIIBIIge of the
MTA.

11 As part of its November 12, 1996 Submission, Ameritech
Michigan included as Exhibit 6.21 to Question 6, an April 29,
1995 edition of "Dataque.t" wherein on pp. 4-5, the market
analYSiS de.cribes the rea.ons competitive access providers
(CAPS), for example, have not and are unlikely to enter the
residential market fOr at least the short term.

12 Ameritech Michigan, having filed a Sec. 271(c)(1)(A)
Application, is not claiming that there has been a failure to
request acces••
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In it! report to the legillature,U the MPSC summarizes that

From the information available to the Commiseion, several trends in the
pricing of local exchange services have been observed. First, most of the
pricing changes have been in the non-regulated sector of the local exchange
market. Second, those services historically deemed monopolistic have
experienced substantial price increases. For example, operator a8&ieted
call surcharge. increased 76% to 170%. Third, non·recurring service order
chargee have decreased. In many C88e8, these chargee relate to initiating a
new service or feature which would have a functionally equivalent product
available through a non-utility businees. An example is utility-offered
epeed dialing and telephones equipped with automatic dialers. Finally, the
addition of a meeeage charge to the monopoUetically provided residential
basic local exchange service hae increased the coet of that service to many
Michipn Bell customers. Michigan Bell is the only company that hae
cha&en to offer mandatory meeeured local service.

b. '!'beN hu been a Itagering impact from changes in baaic pay phone rat•.

Various other local rates that have been raised include public pay phone

chargea, which increued from 25 cents to 35 cent8 per call. There have

been even more costly consequences of the simultaneous elimination of the

2O·mile radius formerly applicable to public pay phone calls. A8 a re8ult of

that elimination, customel'8 at pay phones within their community of

interest must pay a minimum toll/lone distance rate of $1.70 for many pay

phone calls that previously C08t 26 cente from a pay phone, and nothing

from their home. Tbis rate increue has a predictably devastating effect on

family budcet8 as children who call home from school in adjacent

communities, or parents calling home trom work or nearby shops must carry

enormous amounts of coina just to maintain routine and minimal phone

contact when Ilot at home but still within their community of interest.

Other local rates have alao increased, including custom-calling features and

non·recurring chargee.

13 "Final 1994 Report to the Governor and Legislature as
Required by 1991 Public Act 179." at 11 and Table J. (hereinafter
referred to as the "MPSe Report to the Legislature.")
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2. BDhanced 8ervicee Since pauage of MTA. rate decreases for many enhanced

MrVicea have been part of 8 special promotion or discount offering. Only with

appropriate aceounting standards vigoroullly enforced. could one distinguish

whether these rate decreaees are initial whiffs of competition or predatory pricini

tactics.

One enhanced service with lowered rates is Touch Tone. The rate reduction

rather than rate elimination is evidence that competition is lacking. In other

juriBdictions the trertd hae been to eliminate Touch Tone chargee completely.

Acting 88 lurrogate& for competiti"e forces.14 t"egulatonl in other juriBdictioll8

bave recOgni;f;ed that Touch Tone results in 8 more efficient use of the system.15

The enhanced Touch Tone epeed reduces the time each call requires on the system.

th1l8 maximizing the sy8tem's capacity; and Touch Tone i8 easier to install and

maintain, etc.• than rotary dial. In a truly competitive market. pricing incentives

are uMd to stimulate an efficient use of a system. Yet through its "no charge"

policy for rotary dial. even as it imposes a charge for Touch Tone. Ameritech

14 The principle of requlators serving as surrogates of a
coapetitive market and holding monopolies responsible for
exercising prudent market behavior, i8 a venerable mandate under
cost-ba.ed regulation. That creature of utility case law largely
served the public well when appropriately and consistently
exercised. As divestiture approached, "surrogate" and "prudence"
were creatively and successfully remolded by utility strategists
into the pejorative called "micro management".

15 Historically in Michigan and other states during the
period decades ago when crank-style wall phones in homes and
farms were the norm, the phone company response to the
introduction of the rotary dial phone is instructive. The phone
company monopoly, acting under prudency requirements, all but
gave away the new rotary dial customer premises equipment,
utilizing pricing and other methods to encourage its use because
of the improved efficiency the rotary dial represented for the
network.
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Michigan eendl pricing aigna1s at odds with the manner in which a competit.ive

market would re&pOnd to IUCh technology.

AI atated previoualy, local rateB should be on a continuous decline even

without competition 8ince this is a declining cost industry. Thus, to the extent that

certain local rate categories may decline, it should not be interpreted as

neceasarily indicative of "competition~,since other forces 8uch a8 declinine eOlts

may be at work.

3. Other Rate. 88 Evidence that a Competitive Michigan Market Doee Not Exi8'.

There is aubatantial evidence that Ameritech's market view of its own

region illustrates itl concluaion that Michigan'alocal aervice market is neither

currently nor imminently competitive.

a. Short~HaulToll Chargee

Ameritech has set its short~haul toll rates at a higher level in Michigan than

in any of the other states in ita region (e.,. almost four times the level of

that in neigbboriDg minoia). In effect, the respective rates in each state

IIerVe 88 an inverwe reflection of how Ameritech views the competitive

nature of that state. From the rates Ameritech has selected, it i.e clear

that Amerit.ech concludes it faees even le88 competition in Michigan than in

any other atate of its region.

b. CCLC

Ameritech's succeBlful proposal to the Commiuion reviaed its Carrier

Common Line Charge (~CCLC~j6 such that Illinois' CCLC is being

lowered because of competitive forces there. while Michigan's CCLC is

16 filed at the PCC in April 1996, granted in June, 1996
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increued to the high.t level in the region. This is another indicator that

Ameritech concludes that it is not facing a competiti~ Michigan market

for localaervice.

4. UDlJUbetantiated claime that local buic rat_ are eubeidized.

Faced with the reality that in a competitive market its rates would have to

come down, Ameritech Michigan now defenda its failure to lower basic monopoly

rates on the grounds that those rates are already priced below cost and in fact are

subsidized by other rates (preaumahiy toll. enhanced servicee or other service

cllltl8ificatiOll8).

In recent years when LEes' books have been examined, 88 well as costing

methodologies routinely expoaed B8 inappropriate, repeated evidence demonatrateB

that such aubsidization. to the extent it exiated, is no longer in place. Yet the

myth continuea. For example, the Waabington Utilities and Transportation

Commission was recently presented with such an BB8ertion by USWEST (USWC)~7

Contending that the residential rates are heavily subeidized, USWC
propoaed more than doubling reaidential rate& over " yean and charging
rural ratepayera significantly more than urban ratepayer. In the final year
of the USWC propoeal, urban ratepayen would pay $21.85 per mont.h for
aervice and rural ratepayere $26.35. The current atatewide average rate for
the service is'10.50.

USWC'a own cost data··which aupport8 the coat study relied on by the
CommiBaion·ahows that the incremental cost of local service is leu than $6
per montb. Even if the entire incremental coat of the "loop.. ··the facilities
needed for the connection between t.he central office and the consumer'.
telephone which aIeo carry long distance and specialized servicea, such B8

voice mail, as well as local service-ia allocated to the local ratepayer, the
price covers the COtto There aimply is no local service aubeidy.

17 Washington Utilities and Transportation Commission v. U S
West Communications, Inc. Docket No. UT-9S0200, Fifteenth
Supplemental Order, (April 1996).

See ~180, "Current IS8ue8 in the Pricing of Voice Telephone
Serv~ce8", prepared for the American Association of Retired
Pereone by David Gabel (1995).
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USWC'8 own data show little cost difference between its rural and urban
eet"Vic::e territories.11 The Commission directs the Company to eliminate
extended area service surcharges and establish a statewide residential rate
of $10.50 per month, the average rate in effect today. 'nte $10.50 rate
covers the cost of local residential service and provides a substantial
contribution to 8hared and common costs. (at p. 9)

6. Ameriteeh'a Extremely Solicl Financial Health Since Pauage of the MTA

Ameritech Michigan cannot be heard to justify its failure to lower rates on

the grounds that its financial standing declined 88 a result of passage of the MTA

and the local competition tbat it was intended to triuer. Ameritecb Michigan'.

net profit in 1995 wu $468,000,000 compared to $326,000,000 in 1992 88 the MTA

wu just beginning to be implemented. Obviously the hope that the legislation's

extensiye deregulation and its authorization of "keep all" earningB would open tbe

door for greater Ameritech profits, has come true. The "keep all earninp" of

MTA deprives consumers of even a small sbare of the increued earningB that their

historic monopoly rates have made p088ible. Most other states with altemative

regulation have typically been loweri!!& basic rates through price cap aharing

mechaniams.

Ameritech Michigan', monthly charge for unlimited flat service exceedB

$40/month. approximately triple what W88 cbarged for equivalent aervice at the

time of MTA's paeeage. It announced on January 22 that it is seeking a further

rate increase in various local services, including an increase for the non-EAS

unlimited flat plan ueed by most household6, 88 well 88 an increase in rate8 for the

lowest priced. 50-call option plan.19 These ratee (or unlimited flat service are

18 Studies, including those conducted by economist Richard
Gabel, have explained that the exaggerated cost of providing
rural service results, for example, from a failure to recognize
the lower labor costa associated with prOViding rural service.

19 Ameritech Michigan seeks increases in certain non­
recurring charges, for example, line connection chargee, etc.
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among tbe very highest in the country~O

Shareholders certainly have no caURe to compl8in~1 According to

Ameritech Michigan'8 most recent annual report to stockholders (March 1996>,

"1996 profits lurged 119% on revenue growth of 6.8%"

Since our stock began trading in 1988, Ameritech inveaton have
earned a cumulative total return of 965%-more than double the total
return of 457% for the S&P 500.

Ameriteeh bas raised its dividends to investors every year we've been
in busine88---12 in a row. Our December 1995 dividend increase of
6% W88 the largest among our peers since 1991. (at p. 2)

••••••••
1995 W88 our first full year to benefit from regulatory reform.. In 1996, we
became the first reeional communicatiODs company with no regulatory limit. on
eaminp in any juriedictions, state or federal. Now we can keep all we earn· .. (at
p.4)

••••••••
Since 19912 , our revenue growth rata have doubled to almost 7% from a
hiatorical 3%. Revenues grew a record 11% in the fourth quarter of 1995.
Ameritech haa achieved nine consecutive quarters of double digit profit growth
through the end of 1995, up 8ubatantially from our historicBlaMual profit growth
of4% to 5%.

We will continue the transformation of our corporate culture into one far better
equipped for the cballengee of the competitive marketplace. In 1996, we
8ucce88fully recruited outatanding managers from stron&, marketill&' companies
luch 88 Proctor" Gamble and Kraft... (at p.5)

20 Based upon the commonly accepted indicators of revenues
per access line/costs as a percentage of revenue per line. The
ARMIS Analyst Financial Factbook 1995 Yearbook.

21 See Attachment A, "Ameritech's Net Climbs 38\ as Profit
Before One-Time Items Increases 10''', Wall Street Journal,
January 14, 1997. p. 87.

22 The year that dramatic management changes at Ameritech
resulted in engineering-focused management being replaced with
8418. and marketing-focused management. It is this shift in
managment that is linked to Ameritech's declining service
quality.
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